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Insurance Contracts; Policy Interpretation; Ambiguities

Decedent Donald Sequeira had been employed with the City of Vacaville
(the City) since approximately 1990. In the fall of 2009, the City changed its life
insurance carrier to Defendant Lincoln National Life Insurance Company
(Lincoln). The City provided basic life insurance coverage to employees from
Lincoln, and also offered employees the option of purchasing supplemental

coverage from Lincoln.

On October 7, 2009, Sequeira completed an enrollment form for basic
coverage as well as an additional $275,000 in supplemental coverage. Sequeira
designated plaintiff Michelle Sequeira as the primary beneficiary of both the
basic and supplemental coverage. Sequeira made two premium payments for

the supplemental coverage before the end of the year via paycheck deductions.

Lincoln issued the basic and supplemental policies to the City on January 1,
2010, for participating employees, including Sequeira. The parties agree that the

basic policy was effective on January 1, 2010, and that plaintiff was entitled to
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benefits under that policy. Their disagreement centers on whether plaintiff was

entitled to benefits under the supplemental policy.

The supplemental policy contained the following eligibility provision:

“ELIGIBILITY

“If you are a Full-Time Employee and a member of an employee class
shown in the Schedule of Insurance; then you will become eligible for the
coverage provided by the Policy on the later of:

“(1) the Policy’s date of issue; or

“(2) the day you complete the Waiting Period.”

The supplemental policy defined a “Full-Time Employee” as an employee:

“(1) whose employment with the EMPLOYER is the employee’s principal
occupation;

“(2) who is not a temporary or seasonal employee; and

“(3) who is regularly scheduled to work at such occupation at least the

number of hours as shown in the Schedule of Insurance.”

On the same page as the eligibility provision, the supplemental policy
contained the following provision regarding effectiveness:

“EFFECTIVE DATES OF COVERAGES

“Your insurance is effective on the latest of:

“(1) the first day of the Insurance Month coinciding with or next following

the day you become eligible for the coverage;



“(2) the day you resume Active Work, if you are not Actively at Work on
the day you become eligible;
“(3) the day you make written application for coverage; and sign:
“(a) a payroll deduction order; or
“(b) an order to pay premiums from your Flexible Benefit Plan
account, if Employer contributions are paid through a Flexible Benefit Plan; or
“(4) the first day of the Insurance Month following the date the Company
approves your coverage, if evidence of insurability is required.” (Emphasis

added.)

The parties agree that Sequeira was eligible for coverage under the
supplemental policy, but disagree whether the supplemental policy ever became
effective as to Sequeira. Their specific dispute centers on whether the “Active
Work” requirement in paragraph (2) of the Effective Dates of Coverages
provision (bolded above) required Sequeira to perform his job duties between
January 1 and his death on January 6 in order for the supplemental policy to

become effective.

The terms “Active Work” and Actively at Work” found in paragraph (2)

are defined in the supplemental policy as follows:

“ACTIVE WORK OR ACTIVELY AT WORK means the full-
time performance of all customary duties of an employee’s

occupation at the EMPLOYER’S place of business.”



The terms “Active Work” and “Actively at Work” are used in other parts of
the supplemental policy. One such place is the Waiting Period provision, which
states:

“WAITING PERIOD: 30 days of continuous Active Work.”

The term “Active Work” also appears in the “Termination of Coverage”
provision, which states:

“Ceasing Active Work terminates your eligibility. However, you may
continue coverage as follows: . ..

“(2) If you cease active work due to a temporary lay off, an approved leave
of absence, or a military leave; then coverage may be continued:

“(a) for three Insurance Months after the lay off or leave begins;

“(b) provided premium payments are made on your behalf.”

Sequeira did not work on January 1, 2010 —the day the supplemental
policy was issued —because it was a paid holiday. He was hospitalized suddenly
on Saturday, January 2 and died on Wednesday, January 6. His cause of death
was related to a viral infection in his heart. He did not report to work between

January 1 and his death on January 6.

After Sequeira’s death on January 6, plaintiff submitted a claim to Lincoln
for benefits under both the basic and supplemental policies. Lincoln paid

benefits to plaintiff under the basic policy but denied her benefits under the



supplemental policy. Lincoln informed her that as to the supplemental policy,
“Sequeira never returned to work from 12/30/09 (prior to the effective date) until

his date of death. Therefore, Mr. Sequeira was never actively at work on or after

the effective date of this policy, so his coverage under this policy never became

effective.”

Plaintiff filed a complaint against Lincoln on August 31, 2010, and an
amended complaint on June 4, 2012. The amended complaint alleged causes of
action for breach of contract and bad faith against Lincoln on the ground that
Lincoln was obligated to pay $275,000 under the supplemental policy but refused

to do so.

Plaintiff moved for summary adjudication against Lincoln, arguing that
Lincoln owed her a duty under the supplemental policy to pay her $275,000.
Lincoln then filed its own motion for summary adjudication on the ground that it
did not breach the supplemental policy by denying plaintitf benefits. The trial
court heard argument on plaintiff’s motion on February 19, 2013, and took it
under submission. Although the trial court initially issued a tentative ruling
granting plaintiff’s motion for summary adjudication prior to the February 19

hearing, the court issued a written order on May 14, 2013, denying it.

The trial court heard argument on Lincoln’s motion for summary
adjudication on May 21, 2013, and took it under submission. The trial court

granted Lincoln’s motion on June 20, 2013, in a written order that was similar to



its May 14, 2013, written order denying plaintiff’s motion. The trial court’s June

20 order states, in pertinent part:

“Sequeira had been and remained a full time employee as of
January 1, 2010. However, on January 1, 2010, he was not “‘actively at
work’ because he was not on the job, at his employer’s place of
employment, performing his customary duties; he was on paid
holiday. Mr. Sequeira was hospitalized on January 2, 2010 and
passed away on January 6, 2010. He did not resume Active Work on
or after January 1, 2010. As a result, although he met the eligibility
requirements, the policy did not become effective as to him.

“. .. The definition of “Active Work or Actively at Work” in Mr.
Sequeira’s policy does not pertain to the employees’ status. ... The
Effective date provision in Sequeira’s policy pertained to the
employee’s location, e.g. he was required to be in full-time
performance of his customary duties at the employer’s place of
business on January 1, 2010.

“Although sympathetic to Plaintiff, the court cannot redraft this

insurance contract. ”

The parties filed a joint stipulation on August 7, 2013, requesting that
judgment be entered in favor of Lincoln, which the trial court did on August 14,

2013. Plaintiff timely filed this appeal.



Plaintiff raises three arguments on appeal. First, she argues that the policy
should be interpreted as effective because Sequeira was a full-time employee
when the policy was issued. Sequeira did not have to perform his work
responsibilities between January 1 and January 6, 2010, in order for the policy to
be effective. Second, plaintiff argues that the Effective Dates of Coverages
provision is unenforceable because its language was not “conspicuous,
unambiguous, and unequivocal.” Third, plaintiff argues that the common law
“temporary insurance” doctrine provided coverage to Sequeira because he

completed an enrollment form and paid premiums for the supplemental policy.

The First District Court of Appeal began its opinion by reciting the basics of
insurance contract law. “Insurance policies are contracts and, therefore, are
governed in the first instance by the rules of construction applicable to
contracts.” (Montrose Chemical Corp. v. Admiral Ins. Co. (1995) 10 Cal.4th 645, 666.)
“Under statutory rules of contract interpretation, the mutual intention of the
parties at the time the contract is formed governs its interpretation. Such intent
is to be inferred, if possible, solely from the written provisions of the contract.
The “clear and explicit’ meaning of these provisions, interpreted in their
‘ordinary and popular sense,” controls judicial interpretation unless ‘used by the
parties in a technical sense, or unless a special meaning is given to them by
usage.”” “ ‘Language in a contract must be construed in the context of that
instrument as a whole, and in the circumstances of that case.” (Bank of the West v.
Superior Court (1992) 2 Cal.4th 1254, 1265; see also Civ. Code, § 1641.) We also

avoid interpretations that create absurd or unreasonable results. (Civ. Code,



§ 1638; Cold Creek Compost, Inc. v. State Farm Fire & Casualty Co. (2007) 156
Cal. App.4th 1469, 1479.)

“If the meaning a layperson would ascribe to the language of a contract
of insurance is clear and unambiguous, a court will apply that meaning.”
(Montrose Chemical Corp. v. Admiral Ins. Co., at pp. 666-667.) “A policy
provision will be considered ambiguous when it is capable of two or more
constructions, both of which are reasonable.” (Waller, at p. 18.) “ ‘If an
asserted ambiguity is not eliminated by the language and context of the policy,
courts then invoke the principle that ambiguities are generally construed
against the party who caused the uncertainty to exist (i.e., the insurer) in order
to protect the insured’s reasonable expectation of coverage.” ” (State of

California v. Continental Ins. Co. (2012) 55 Cal.4th 186, 195.)

Lincoln contends that the Active Work requirement unambiguously
requires an employee to be “actually working at the time a policy is issued,
rather than merely having the status of an employee.” Plaintiff argues that the
only interpretation that makes sense is one that refers to an insured’s status as a
full-time employee, and that Lincoln’s interpretation is nonsensical when applied

to other provisions of the policy.

The Justices began with the supplemental policy’s definition of “Active
Work or Actively at Work” and conclude that it supports an interpretation

referring to an employee’s full-time status, and not whether the employee is



actually performing work. “Active Work or Actively at Work” is defined as
“ “the full-time performance of all customary duties of an employee’s occupation
at the EMPLOYER’S place of business.” ” Lincoln focuses on the word
“performance” and contends it refers to the execution of an action, as opposed to
a particular status. (See Merriam-Webster’s 11th Collegiate Dict. (2007) p. 920
[defining “performance” as “the execution of an action”].) However, Lincoln’s
argument ignores that the pertinent phrase is not just “performance,” but “full-
time performance.” The word “full-time” is found elsewhere in the
supplemental policy as part of the definition of “Full-time Employee.” The
definition of “full-time” there does not depend on an employee being on the job
at a given moment in time. Instead, it addresses whether an employee has
another occupation, whether the employee is temporary or permanent, and the
hours the employee is regularly scheduled to work—in other words, an
employee’s status. Given this, a reasonable insured could interpret “full-time
performance” in the definition of “Active Work or Actively at Work” to also refer

to employment status, as opposed to actually being on the job at any given

moment.

The Ohio Court of Appeal in Brause v. Royal Maccabees Life Ins. Co. (1993) 88
Ohio.App.3d 149 [623 N.E.2d 638] reached the same conclusion when
interpreting a similar provision. The life insurance policy in Brause contained the
term “ ‘actively at work on a full time basis,” ” and defined that term as “actually
working for the Policyholder at least 40 hours per week, performing all of the

normal duties of the individual’s job at the Policyholder’s normal place of



business or other location, other than his residence, where the Policyholder’s
business requires him to be.” The court in Brause determined it was “clear from
the policy definition that the phrase refers to the insured’s status of employment,
rather than his employment activities on a given day.” The definition in Brause,
like the definition here, “has no relation to the employee’s ability to perform the

normal duties of his job at a given moment in time.”

This analysis is bolstered when Lincoln’s interpretation of “Active Work or
Actively at Work” is applied to other policy provisions, since Lincoln’s
interpretation gives bizarre meanings to those provisions while plaintiff’s does
not. For instance, the supplemental policy has a Waiting Period provision that
requires “30 days of continuous Active Work” from an employee before the
employee is eligible for benefits. Applying Lincoln’s interpretation would mean
that an employee must be actually working full-time for 30 days continuously in
order to be eligible for coverage under the supplemental policy. This is a
strained interpretation of the Waiting Period provision, simply “as a matter of
common sense.” (Bank of the West v. Superior Court, at p. 1276). An interpretation
that would cause an insured to jeopardize coverage by, for example, not working
on the weekend or calling in sick would lead to absurd results outside of the
insured’s reasonable expectations. Interpreting “Active Work” to mean full-time
status provides a far more sensible result; it would allow an employee to obtain

coverage despite taking a weekend off or calling in sick.



Lincoln’s interpretation of “Active Work or Actively at Work” produces a
similar result when applied to the supplemental policy’s “Termination of
Coverage” provision. That provision states: “Ceasing Active Work terminates
your eligibility.” If “Active Work” means “actually working,” then an
employee’s coverage would be subject to termination as soon as he or she left
work for the day. Lincoln does not dispute that this is an unreasonable
interpretation, but instead argues that there is an exception to the termination of
coverage for an “approved leave of absence.” It is not apparent to us that leaving
work for the day is classified as an “approved leave of absence.” But even if it
were, the provision Lincoln cites is not actually an exception to termination. It
only delays termination of coverage for three months if an employee continues to
pay premiums. By contrast, interpreting Active Work to mean full-time status

does not create the same issue.

Lincoln argues that plaintiff’s “full-time status” interpretation of “Active
Work or Actively at Work” has problems of its own because it produces a
redundancy between the Eligibility provision and Effective Dates of Coverages
provision. Under the Eligibility provision, an employee is not eligible unless he
or she is classified as a full-time employee. Therefore, Lincoln argues, because
the Effective Dates of Coverages provision states the policy is effective on “the
day you resume Active Work, if you are not Actively at Work on the day you become
eligible,” then “Actively at Work” must mean something in addition to the
eligibility requirements. Even if we were to agree with Lincoln on this point,

Lincoln has not solved the issues created by its own interpretation. At most,



Lincoln has shown that the Actively at Work requirement “is capable of two or
more constructions”, which supports the conclusion that the meaning of “Active

Work or Actively at Work” is ambiguous.

The cases cited by Lincoln as authority supporting its interpretation are
distinguishable for the same reasons: the term at issue was not defined in the
policy, and there is no indication that the insurer’s interpretation conflicted with
other provisions in the policy. Moreover, many of the cases cited by Lincoln are
also inapposite because they analyzed insurance policies that used a phrase other
than “Active Work” or “Actively at Work,” or defined those terms differently

than they are defined here.

The ambiguity in the meaning of “Active Work or Actively at Work” must
be resolved by examining the reasonable expectations of the insured. (State of
California v. Continental Ins. Co. at p. 195.) The First DCA had no trouble
determining that Sequeira reasonably expected that the supplemental policy was
effective before his death. He enrolled in coverage in October 2009 and made
premium payments for coverage later that year. Lincoln then issued a policy on
January 1, 2010. Sequeira could reasonably expect that the supplemental policy
was effective on January 1, 2010, and he certainly would not expect that the
coverage he paid for would be ineffective because he took New Year’s Day off
from work and became ill the next day. The policy is ambiguous regarding
whether Sequeira needed to perform his work responsibilities on New Year’s

Day or anytime after that in order for his wife to receive benefits. It is



appropriate to interpret the policy in favor of Sequeira’s reasonable expectations,
which are that he should not have to work on New Year’s Day or when he is sick
in order to receive coverage that he has paid for. The Justices therefore conclude
that the supplemental policy was effective on January 1, 2010. In light of the
foregoing, there is no need to reach plaintiff’s alternative arguments in favor of

coverage.

The judgment appealed from is reversed and the matter is remanded to the
trial court for further appropriate proceedings consistent with this opinion.

Plaintiff shall recover her costs on appeal.
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This case study is provided in the hope it may prove useful in your practice
or in the handling of litigated cases. If you receive a forwarded copy of this
message and would like to be added to the mailing list, let me know.

Mediation and Binding Arbitration are economical, private and final.
Alternative dispute resolution will allow you to dispose of cases without the
undue time consumption, costs and risks of the courtroom. Your inquiries
regarding an alternative means to resolve your case are welcome.
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